International Segmentation
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Agenda

m Segmentation: How to divide the market?
At the macro level: Cross-country segments
At the micro level: Within-country segments

m Targeting:
Which segment(s) to focus on?

m Positioning:
How to communicate to the target?

Unigque and consistent positioning in each segment
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Why segment?

m To deal with the structure of heterogeneity Iin
consumer needs and wants across borders

Better matching of products to customers

m To find some homogenous clusters of consumers
who are likely to exhibit similar responses to
marketing efforts

Reduced costs of marketing

m To focus on best segments
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Segmentation

|I~ Which refinement level to consider? Segmentation level

1 Macro: country segments
1 Micro: consumer segments

II‘ Which distance(s) to consider? Segment basis

1 General basis
1 Domain-specific basis

II‘ Which iterative method to use to find the segment?
Segmentation method
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Segmentation Level

m Macro: country segments m Micro: consumer segments
Clusters of (multiple or single) Clusters of consumers that can
countries that follow national cross/transcend national borders,
borders or that exist within a particular
Multi-domestic strategy: each country
country is a separate segment Pan-regional or global strategies
Distinct marketing mix strategies Condition: low within-country
and positioning at the national homogeneity
level Advantages:

Condition: high within-country = Global integration
homogeneity = Economies of scale and scope
Advantages: = BUT less cost efficient from a
= Accessible segments logistics perspective
= Cost effective through n Effectiveness from a proper
centralization of activities adaptation

m Easy to implement, no

coordination required Or both macro and micro together, in a

two-stage framework (Bijmolt et al., 2004)
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Bijmolt et al. (2004)

Table 1
Descriptive statistics for the international sample

Country Sample Average Ownership of financial product (sample proportion)

SIZE weight Current Savings Credit Other Cheque Overdraft Mortgage Loan

account  account card bank card book tacility

Austria 1093 0.34 71.5 82.3 337 61.0 216 41.4 17.7 218
Belgium 1031 0.43 83.2 859 392 740 34.2 333 259 21.1
Denmark 1001 0.22 T8.5 63.2 482 608 339 552 51.8 363
Finland 1023 0.21 87.5 502 315 847 0.7 16.0 22.0 2635
France 1002 242 87.8 698 377 31.0 87.9 0.6 18.6 26.6
Germany East 1024 0.67 01.8 76.1 225 812 41.5 357 13.0 230
Germany West 1023 2.87 89.5 8242 299 78.0 409 398 16.8 1635
(Great Britain 1041 2.37 75.2 77.1 323 58.7 76.4 293 37.1 20.1
Greece 1001 0.45 11.0 79.7 18.7 259 6.3 3.4 14.6 11.6
Ireland 1002 0.15 514 T71.7 323 403 45.1 16.2 23.7 2606
Italy 098 2.52 65.6 19.4 363 513 62.7 10.0 12.3 128
Luxembourg 609 0.03 84.7 81.8 650 69.6 49.6 50.9 29.7 300
Netherlands 1047 0.63 89.5 823 372 943 26.6 636 33.6 149
Northern Ireland 305 0.22 62.3 59.7 423 413 62.3 21.3 35.7 14.1
Portugal 1000 0.42 T70.0 442 330 33.0 6.8 2.3 13.0 &0
Spain 1000 1.70 6.6 67.2 321 332 17.4 5.2 19.4 172
Sweden 1000 0.37 76.1 77.5 570 594 19.7 19.0 34.7 258
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Country Segments

Table 3
Model results: country segments

Country  Relative  Posterior probabilities of country-segment

segment  size membership { P(Z,=t|¥;)}"
Country Probability
1 0.256 Belgium, Germany (East), 1.000

Germany (West),
The Netherlands

Luxembourg 0.811
2 0.260 Austria, Denmark, 1.000

Finland, Sweden

Luxembourg 0.189
3 0.175 Great Britain, Ireland. 1.000

Northern Ireland
4 0.119 Italy, Portugal 1.000
5 0.064 Spain 1.000
6 0.064 Greece 1.000
7 0.064 France 1.000

“ All unlisted posterior probabilities <0.001.
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Consumer Segments

Table 4

Model results: CONSUMSLSOEMSRHI—

Consumer Profile

( Consumer segments
1 J 3 4

5 6 7 8 9 10 11 12 13 14
Financial products: Product ownership probabiliti P(Yu=1|X =5 _
Current ac{:nunt 0.049 0.051 3_3!325 1.000 { g@:u}} 0.981 0.881) (T.000) (0.989) (0.984) [1.000
Savings account 0387 [0.850] [0.606) 0.135 0.705| [0.780| |0.728| |0.925| |0.857
Credit card 0.000 0087 0.000 0291 [0. 0232 0.159 0.806| (0.957) |0.494| |0.506| |0.833
Other bank card 0002 0192 0.002 0.323 (0:849) 0.685| 0.000 |0.994| [0.946| |0.871
Cheque book 0.085 0.005 0.787) 0.131 0.018 0292 0.303) (0.975) |0.999| |0.504 | |1.000
Overdraft 0000 0034 0308 0016 0.038 0.191 0.293 |0.654| |0.678) |0.679| |0.603
Mortgage 0008 0.107 0249 0013 0.142 0060 0.001 0.601) [0.221] 0055 |0.546) |0.893
Loan 0022 0081 0211 0013 0.143 0313 0.000 0.468) (0.334) 0329 0294 |0.392
—>
Couniry segmenis Relative sizes of consumer segments Increased OWHGFShlp
1 A 0065 0030 0013 0000 0.004 016 0.027 0.000 0004 0.003 0078 0217 0.005
2 0050 0.166 0.040 0.004 0.057 0.106 0.009 0.000 0.184 0000 0007 0.105 0.009
3 Cross- 0.149  0.105 0.091 0.026 0.006 0.002 0.035 0.000 0.022 0.004 0.072 0.000
4 ational 0000 0.059 028 0018 0001 0000 0005 0264 0000 0001 0000 0000 0.000
5 ) 0.162 0267 0.005 0.005 0.000 0.024 0031 0005 0145 0008 0.000 0.000 0.009
¢ Ppotential} 33 0.005 0000 0000 0001 0006 0018 0000 0044 0000 0.004 0.000 0.001
7 0063 0000 0.112 0065 0.000 0015 0021 0135 0000 0000 [0.408] 0.139 0.000 0.041
<€ >

Homogeneity in a segment
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Role of Demographics

Table 5
Model results: effects of demographic variables

Consumer segments:  Relative sizes of consumer segments

l 2 3 4 3 6 7 B 9 10 11 12 13 14
Age
15-29 0186 0200 0018 0054 0065 (0115 0082 0015 0028 0041 0070 0057 0032 0037
3059 009 0164 0049 0036 0070 0071 0036 0030 0067 0107 0072 0050 0074 |0.078
604 0.143 ) 0217 0072 0074 0048 0007 0.130 0161 0020 0022 0039 0022 0033 0.012
Income
Below median 0.161 ] 0228 0058 0.057 0065 0.087  0.064 0016 0035 0051 0044 0029 0.012
Above median 0085 0170 0041 05 0044 005 0072 0076 0059 0095 00830 0046 0067 |0.073
Unknown 0177 0182 0041 0062 0073 0054 0090 0066 0040 0041 0051 0039 0042 0.042
Marital status
Living with partner § 0.094 0,195 0051 0.050 0059 0060 0066 0073 0044 0078 0063 0040 0.066 |0.062
Single 0,192 0042 0060 0063 0068 0100 0065 0033 0037 0058 0046 0027 0.022
TNvpe of community
Rural area or village § |0.140( 0.209 0054 0050 0055 0054 0083 0069 0033 0062 0061 0032 0050 (0049
Small to large city 0.142] 0178 0038 0.060 0067 |0075] 0.083 0069 0044 0052 0060 0054 0042 0.036

u Link consumer profiles with demographics => OPERATIONALIZATION
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Segmentation Bases

m Set of characteristics that is used to assign consumers to segments.

m Requirements:
|dentifiability: what distinguish them?

Substantiality: is the segments’ size large enough? What is the size of
each segment? how many people belong to each segment?

Accessibility: can the segments be reached with promotional and
distributional efforts? How to distribute and communicate with each
segment? Which media should be used to target each segment?

Stability: are the segments stable over time?

Actionability: are the segments a good basis for the formulation of
effective marketing strategies?

Responsiveness: Do the segments respond homogeneously to
marketing efforts targeted at them?

Equivalence Issues: see Session 7.

Session 4— page 17 H




L International Marketing - 2010

Segmentation Bases (ll)

m General bases: m Domain-specific bases:
Independent of the domain in question Types:
Observable: m Product diffusion patterns

m  Geographic: regions (Middle East, = Means-end chains, benefits

Oceania) or trade blocs (EU, NAFTA) sought

= Socio-demographic: population size, = Usage: heavy vs. light

(median income), age, education, m Financial product ownership
language, infant mortality, life m Brand loyalty (e.g. churn study)
expectancy

s Economic: level of development,
infrastructure, GDP (growth), per capita

Unobservable:

A combination of multiple criteria,
or a two-stage segmentation,
can be used
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(Euromonitor)
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Ter Hofstede et al. (1999)

m Question:

How to adapt the product development and communication
strategy to different countries?

m Goal:

Find different cross-national segments to which the company
can offer a uniform product development and communication
strategy

m How:

Segment individual-level (micro) data across multiple countries
using MEC as segmentation basis

=> Consumer-Oriented View (not product-oriented view)
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Means-End Chain Segmentation

m Means-end chains:

Product attributes are means for consumers to obtain desired ends,
namely values, through the benefits yielded by those attributes

E.g. Diet coke:

Low Calorie =» Weight Control = Feel Good & Show others | care
about my appearance = Self-Esteem

Important for
m Product development, e.g. Coke Zero for men
m Communication strategy, e.g. Show positive message on appearance

Means-end Value Chain

. Functional Psychosocial
Consequence §J Consequence

Tangible Product Immediate and Tangible  Emotional Benefits State-of- Mind
Features Benefits Achieved from Achieved from Consumeris Trying
Expenence with the Expenence with the to Achieve
Product Product
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Figure 1

PROBABILISTIC MEANS-END MAP SEGMENT 51

Warm
Security i L] relation-
enjoyment ships

/
/

Self
respect

Several communication
msgs are possible

4

37

\

, Environ-
Spending Good for ) Good . Convenient
Diet Quality mentally
less money [ health ' taste ’ l to use friendly
B5 43 58 54 34 a7 32

Low Low With individually | | O30
priced fat fruit packed produced
Session 4— page 21 H




N International Marketing - 2010
Figure 2
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Figure 3
PROBABILISTIC MEANS-END MAP SEGMENT $3
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Figure 4
PROBABILISTIC MEANS-END MAP SEGMENT S4
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Role of Customer Characteristics

Table 6
SEGMENT PROFILES

Segment™

Dependent Variahle R 51 $2 53 54
Sociodemographics

Age 14 + + - -

Highest level of education A48 - - + +

Total household income after tax (in ECLUN 38 - - + +

Size of the place of residence A10 - +
Consumption Patterns

Expenditures on yogurn (in ECU) 59 - - +

Frequency of using yogurt as a snack A10 - + + e

Purchase frequency in convenience stores 077 + -

Purchase frequency in specialty stores 077 + -

Purchase frequency in hypermarkets I8 - + - +
Media Consumption

Frequency of listening to the radio 105 + + -

Frequency of reading daily newspaper Al14 + + _

Frequency of watching serials 152 + -

Frequency of watching entertainment programs 184 ¥ -

Frequency of watching movies .084 - +
Persanality and Anitudes

Deul proneness 122 - + +

Consumer innovativeness 145 - +

Consumer ethnocentrism 145 + - -

[nvolvement with yogurt 148 ~ + .

Owerall attitude toward yogurt 122 - + +
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Evaluation of the Segmentation Bases

Criteria
Bases
Identifiability Substantialilty  Accessibility Stability  Actionability Responsiveness
First stage
General
++ ++ + ++

observable
General
unobservable

Values + + - ++ - +/-

Lifestyle - + +/- - +/- +/-

Second stage
+/- + - +/- ++ ++
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Short Quiz...

General of domain specific?
Country or consumer segments?

m  Segmentation bases:
Survey on food habits for 500 consumers across 3 regions
Hofstede’s cultural values for 10 countries
National sales over 6 years of 5 consumer durables in 5 countries

Means-end chain survey based on 450 consumers on yogurt consumption in 4
countries

Consumer confidence Indicators in the European Union
Sensory attributes of flavored soda for 1000 consumers across the US
Brand loyalty ratings on bath soap in 15 Dutch supermarkets

GDP over 10 years in 35 countries
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Segmentation Methods

m Aim:
Maximize within-segment homogeneity
Maximize cross-segment heterogeneity

m A priori segmentation

m Post-hoc methods

Cluster analysis = TODAY
Factor analysis
Finite mixture model

Decision trees analysis

Session 4— page 28 B




N International Marketing - 2010

Cluster Analysis

Data file

x1 |x2]... [xp

Cluster 1

-
/

'*,‘/— Cluster 2

-
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Example

m Study of consumers’ risk aversion and propensity to buy
a high-tech product

Consumer X 1 X

Risk aversion Propensitzy to buy
(from 1-high to 10-low) (from 1-low to 10-high)
A 2 6
B 3 9
C 7 1
D 8 5
E 2 2
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Example: Visual Representation

>
N
Propensity to Buy
o1
3
O

Risk Aversion

Xl
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Example: Distances Computation

B (X1p, X28)

Euclidean Distance between A and B

dAB - \/(Xl,B - Xl,A)2 T (XZ,B - Xz,A)2

¢ D

Xog=Xoa

(X1ar Xon)  X1pX1A

Propensity to Buy
o1

Risk Aversion

Xl
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Example: Distances Computation (ll)

m Study of consumers’ risk aversion and propensity to
buy a high-tech product

Consumer X, X, d,q \/(Xl,A — X, )2 + (X2 A~ Xop )2
A 2 6 | duw=+(3-2f+(0-6f =316

; s | o | a-Ju9 0o —au

C 7 1

D 8 S

E 2 2

m With n observations, we compute n(n —1)/ distances
E.g. here 5x4/2=10 distances 2
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Example: Non-Hierarchical Clustering

m Known as k-means clustering
m Choose a priori an appropriate number of clusters, e.g. 2 clusters
m Compute each observation’s seed and select the extreme ones

Consumer X, X, Seed (X; + X,)

A 2 ° °

5 3 9 12

C / 1 °

S 3 5 13 MAX
L - =T
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Example: Non-Hierarchical Clustering (1)

>
N

Propensity to Buy

[EEN
o
1

O R, MM W &~ 01T OO N 00 ©
[ N R SR R R N R

B
®
¢ D
@—» MAX
E
@—» MIN
o C
2 4 6 8 10

Risk Aversion

X1
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Example: Non-Hierarchical Clustering (lI)

[EEN
o
1

9 A ¢ B
8_
=
a
_8 0 - A ‘-—-__ D
b 5 ~~~~~~~~
X, 2 > @
2% 4-
o
© 3 E
o
TGO
1 - o C
O ] ] ] ] |
0 2 4 6 8 10
Risk Aversion
X1
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Example: Non-Hierarchical Clustering (1V)

>
N
Propensity to Buy
(@)
/

Risk Aversion

Xl
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Example: Non-Hierarchical Clustering (V)

10 - B
9 A ¢
8_
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a
S 6 - A o D
2 5
X J
2% 4-
o
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o
SN C N
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O ] ] ] ] |
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Risk Aversion

X1
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Example: Non-Hierarchical Clustering (V)

>
N

Propensity to Buy

[EEN
o
1

O R, MM W &~ 01T OO N 00 ©
[ N R SR R R N R

oid

4

6 8 10
Risk Aversion

Xl
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Example: Non-Hierarchical Clustering (V)

Propensity to Buy

oid

Risk Aversion

Xl
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Example: Non-Hierarchical Clustering (V)

10 - 5
9 .
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Example: Non-Hierarchical Clustering (V)

Propensity to Buy

B
~
N
N
\\
A « D
N
~
N

2 4 6 8 10
Risk Aversion

Xl
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Example: Non-Hierarchical Clustering (V1)

Cluster 1

Cluster 2

on

Propensity to Buy
o1

centroid
X,

4 -
3 .
2 .
1 -
0 . . . ; .

0 2 4 6 8 10

Risk Aversion
Xy
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Targeting Strategies

Oz - 20— —wnw0TT

SEGMENTATION

Universal
Cross-national segment(s)

Unique
Within-country segment(s)

Standardization
Uniform positioning

lkea

KPMG
(Majors vs. SMES)

Adaptation
Customized positioning

Pampers

(happiness vs.
convenience)

Rabobank
(online vs. traditional)
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Uniform Positioning

i

What's in the price?
Reod more on page 48

Universal Segment

= FAKTUN ASKOME cumuny.

14.950,-

> 7 Gue comprenc fa prx? Voir p. 4&

-t = —z:v:“-': ' ' = { 4 " ' § | | . \ 7 ——— ——
J:@ Fvﬂ-lﬂ i‘\l ? " :’\' e R ' = -.\
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The Netherlands

Differentiated Positioning

Different Segments

Belgium

$ Rabobank.be > Bent ti al mee?

Frangais

v Open een rekening |

Fondsen in de kijker

Uspaart aan

@ Mijn rekeningen J ~ 4% basisrente
+0,01% op jaarbasis
Fortis L Fund OBAM Equity World
> Sparen en betalen MLIIF Global High Yield Bond EUR Hedged Fund > geen kosten
Tt e MLIIF World Healthscience Fund >permanent hoge rente
el > 70% meer opbrengst
> Beleggen Geldig tot 29 februari 2008
ilighei Reken het
Digipass
> De mening van onze klanten: In de pers

Weelgestelde vragen ier: ;
d J > |k ben al mee! Tot nu toe nog geen addertjes, ik Dossier: Rabobank al jaren
hoop dat dat ook zo blijft. Fantastische servioz en spaarkampioen. Meer
concept. Thanks rabobank

\ . .
Wie zijn wij? @ 1 stefan borremans Aszociale banken (De Tijd). Meer

> E-zine

v

» In de pers
Zijn uw vrienden mee?
Hottest Funds i
Bel U3f289-28-33 Benieuwd welke beleggingsfondsen er
of mail ons ‘ vorige maand in trek waren bij Rabobank.be
f klanten?
d Klilc hier om de lijst te ontdekken van de 10

meest verkochte fondsen.

Zijn uw vrienden al mee? Laat
hen hier alvast meelachen.
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